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Wilma Loichinger has been Assistant Con­
troller for Grants and Contracts at the Uni­
versity of Cincinnati, and most recently the 
Chief of Grants and Contracts for the Uni­
versity of Alaska at Fairbanks. She holds a 
B.S. degree in Business Administration from 
the University of Cincinnati and was the 
charter president of the Cincinnati Chapter 
of ASWA, where she still retains her 
membership.
“Not for Profit” Accounting is a uni­
que branch of the accounting profes­
sion. It is used in hospitals, non-profit 
institutions, universities, municipal­
ities, states and in the biggest business of 
all, the federal government. Within 
these larger divisions of the field there 
are smaller divisions that have their own 
special accounting requirements that 
must be provided for when an accoun­
ting system is created. One of these is the 
accounting for grants and contracts in 
an educational institution.
Universities can no longer survive 
with their income limited primarily to 
the tuition receipts from the students 
attending their programs. Inflation has 
increased costs in all institutions to the 
point where few students can afford the 
total cost of the courses offered. In addi­
tion, to offer graduate degrees a univer­
sity must provide elaborate laboratory 
facilities and expensive equipment as 
well as highly trained personnel to con­
duct those programs. The only recourse 
is to outside funding to help support the 
programs.
Institution
Most universities are requesting and 
receiving aid from their state 
governments, who in turn receive part of 
this support from the federal govern­
ment. The universities are also making 
direct requests to the various federal, 
state, municipal and private agencies for 
funding of training and research 
programs. It is at this point that the 
most stringent restrictions are met. Each 
federal agency has its own set of rules 
and regulations in spite of the attempts 
by the federal government for many 
years to standardize requirements. 
Regulations are either listed in the 
award document or in a manual issued 
by the agency which details accounting 
and reporting requirements as well as 
other controls of the project operation.
If a university receives any sizeable 
support of this type from a number of 
agencies it would be wise to create a 
grant and contract accounting depart­
ment. Such a department can concen­
trate on the various federal and non- 
federal requirements for control, billing 
and reporting of these funds in the 
peculiar methods mandated by those 
agencies.
Grant and Contract Accounting 
Budget Requirements
One of the biggest problems created by 
the incorporation of grant and contract 
accounts in the general accounting 
records of the university is the mismatch 
of the grant or contact period to the 
university fiscal year.
Provision must be made in the ac­
counting system to provide the project 
director of a sponsored program with a 
complete picture of the financial posi­
tion of his project, including the total 
budget and total expenditures to date, 
even if the project crosses several univer­
sity fiscal years. There should be a 
special program for this section of ac­
counts that will insert only the current 
fiscal year operations in the general ac­
counting system yet will permit the fiscal 
report for the project to contain data 
from past years as to budget and expen­
ditures, and the future years’ budgets 
that apply to this project, as well as the 
current year’s budget and expenditure 
data.
More and more universities are 
recognizing the fact that many agencies 
do not cover the full costs of the 
programs they propose to support. 
Therefore they are requiring an estimate 
of restricted funds as well as general 
funds in the annual budget preparation, 
with prior approval required if a divi­
sion of the university exceeds its 
restricted fund estimate, before accep­
tance of the award document. They 
realize that most programs require some 
support by other university funds and 
control must be maintained on the 
acceptance of those restricted fund 
programs to prevent a drain of other un­
iversity funding beyond the provisions 
in the budget. Such allowable restricted 
funds budget estimates are reduced by 
the unused balances of the project 
budgets carried forward from the 
previous fiscal year.
Some awards specifically identify the 
amount of cost of the project to be sup­
ported by the university funds thru the 
listing of “cost sharing” identified in the 
budget. Both parts of the budget 
become the total project budget and the 
agency will pay only a fixed percentage 
of the total cost. The amount of cost 
sharing required by federal agencies has 
increased dramatically over the last few 
years. In some cases it has risen from a 1 
percent to 2 percent sharing to 10 per­
cent to 15 percent sharing. Some 
programs require institutions to support 
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as much as one third of the cost of the 
project. As federal funds are reduced or 
remain stationary and requests for sup­
port from institutions increase, the 
agencies are trying to spread the 
available funds further by requiring 
more and more sharing of the program 
costs by institutions.
Cost sharing is also involved when the 
project does not include the full 
overhead rate established for that divi­
sion of the university. The total cost of 
conducting a project is the direct costs 
plus the proper overhead costs, but 
many universities have failed to 
recognize the drain on their funds by the 
reduction or complete removal of the 
overhead costs on many projects. Costs 
are incurred by each project and if the 
project funds do not cover them, other 
funds of the university must. Care 
should be taken in the acceptance of 
such projects and full recognition 
should be given to the use of other 
university funds to support each project.
A university may elect to accept a pro­
ject with less than proper overhead 
charging because:
(1) The program contributes to the 
instructional or research goals of the 
university.
(2) The program is a pilot project 
that will lead to a sizeable program bear­
ing proper overhead charges.
(3) The program is a community or 
state public service project in which the 
university should participate.
In any event, recognition of full cost 
to the university of overhead expenses 
not charged to the project should always 
be made.
Grant and Contract Accounting 
for Overhead Costs
When federally sponsored programs 
are accepted by a university, that univer­
sity is required to establish overhead 
rates to be charged to these programs. 
Allowable costs to be included in the 
rates, as well as suggested methods of 
allocation of those costs, are listed in 
Federal Management Circular FMC 73- 
8 “Cost Principles for Educational In­
stitutions” issued by the General Ser­
vices Administration, Office of Federal 
Management Policy. The overhead 
costs in these rates include:
(1) the proportionate part of ad­
ministrative costs, both general and 
departmental, that apply to the projects,
(2) operation and maintenance costs 
for space occupied,
(3) a use charge allowance for 
building and equipment used, or 
depreciation charge for same. (This is 
allowed only on assets purchased with 
other than federal funds.),
(4) use of library by personnel on the 
projects,
(5) student service costs for students 
employed on the projects, and
(6) staff benefit costs for personnel, 
or if staff benefits are direct charged by 
use of an estimated percentage, the un­
der or over distribution of those costs.
Rates must be computed based on the 
total current general and current 
restricted expenditures for a fiscal year 
of the university. Proposed rates are 
submitted to the appropriate federal 
audit agency for audit and approval. 
Upon agreement of the university of­
ficials and the audit agency, the rates are 
submitted to the assigned federal 
negotiation agency and a negotiation 
agreement is prepared and signed by 
both parties. If the university and the 
audit agency do not agree on the rates 
established by the audit agency a formal 
negotiation session is conducted to es­
tablish mutually agreeable rates.
Universities can no longer 
survive with their income 
limited primarily to tuition 
receipts...
As mentioned, federal agencies are 
not bound to permit the charging of the 
rates thus established but may specify a 
lesser rate, or reject any allowance for 
overhead charge. The university must 
decide if it wishes to accept the funds un­
der those conditions.
Recording of the cost of the overhead 
charge to the grant or contract accounts 
is another function peculiar to grant and 
contract accounting. The charge must 
show on the fiscal report of the grant or 
contact as part of the cost budgeted for 
that project. However, if the charge 
enters into the records of the university 
as an expense, the university is double 
charging for that expense: once as an 
overhead charge and again as an ex­
pense in administration costs, operation 
and maintenance costs or library costs. 
Therefore, the overhead charge is 
treated as a reduction of restricted funds 
in the general accounting records of the 
university and shown on the restricted 
funds schedule as such in a separate 
column on the annual financial report. 
However, on the monthly fiscal report 
for the grant or contract, it is shown as 
an expenditure from the overhead 
budget.
Accounting for Personnel Costs
The Federal Management Circular 
FMC 73-8 not only lists the re­
quirements for preparation of overhead 
rates for the university but also lists the 
allowable and unallowable direct 
charges to projects and the certifications 
required to support such charges. The 
certification required to support the per­
sonnel charges to projects is the most 
stringent and has caused more dis­
allowances by Federal Auditors than 
any other charge area.
FMC 73-8 specifies:
“The direct cost charged to 
organized research for the personal 
services of professorial and 
professional staff... will be based on 
institutional payroll systems. Such in­
stitutional payroll systems must be 
supported by either (1) an adequate 
appointment and workload distribu­
tion system accompanied by monthly 
review performed by responsible of­
ficials... or, (2) a monthly after-the- 
fact certification system... Direct 
charges for salaries and wages of non­
professionals will be supported by 
time and attendance and payroll dis­
tribution records.”
The detail required for support of 
such charges is seldom a part of the 
general accounting system of the univer­
sity unless all personnel are required to 
submit time sheets identifying accounts 
to be charged for hours worked. The 
academic climate of universities has 
traditionally caused professional per­
sonnel to shy away from specific time 
keeping, so an educational process is 
necessary to convince affected per­
sonnel that such records are necessary if 
federal funds are accepted for support of 
their project. Various methods of ac­
counting are used in the universities in­
cluding time cards, after-the-fact 
monthly listings of personnel payments 
to be signed by project directors or their 
representatives, and quarterly or even 
annual estimates of distribution of time 
or effort.
Each method has been more or less 
successful in its acceptance by the par­
ticular federal auditor accor­
ding to the district in which the univer­
sity is located. It is reasonable to an­
ticipate that federal requirements may 
become more specific as to required for­
mat when federal funds become less 
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available in relation to requests by 
universities, and therefore universities 
will agree to comply in order to obtain 
the funds.
Since the larger percentage of costs of 
most projects is composed of salaries 
and wages, which also generate staff 
benefit costs as well as overhead costs (if 
the rate is based on salaries and wages), 
it can be seen that the awarding agency 
would be most interested in being sure it 
is paying for such cost only on the basis 
of services received.
Grant and Contract Accounting 
for Equipment Purchases
Federal agencies vary in their 
allowance of charges for purchases of 
equipment from project funds, as well as 
the accounting for same. Equipment is 
identified as an item costing $200 or 
more and having an expected life of one 
year or longer.
Research equipment to be used on the 
project is usually an allowable charge 
but the university must be sure a similar 
piece is not already available for use and 
must obtain approval for expenditure 
for the item from the awarding agency. 
Items of general purpose equipment, 
identified as data processing equipment 
and office equipment, are allowed as a 
direct charge to a project only in special 
cases and must be specifically identified 
as to need. Such items are considered to 
be furnished by the university, but the 
project receives a use charge for them in 
the overhead rate.
Items of equipment costing over $2,- 
500 must go through the bid process, 
with three suppliers given the oppor­
tunity to bid unless the project director 
can justify the use of a sole source 
supplier.
Title to equipment as to the univer­
sity or to the government varies by agen­
cies. Contractors usually specify that ti­
tle vests in the government with provi­
sion that items under $1,000 will 
transfer to the university with or 
without request. Title to items over $1,- 
000 can sometimes be obtained by re­
quest after a project is completed. Most 
grantees permit transfer of title to the 
university at point of purchase.
All government owned equipment 
must be properly tagged for identifica­
tion and all government purchased 
equipment should be so identified in the 
university records. Segregated informa­
tion is required when the value of equip­
ment on hand is summarized for use in 
developing the overhead rates. A use 
charge or depreciation charge for such 
equipment is allowed only on equip­
ment purchased with non-federal funds.
Agency rules vary as to the require­
ment of records concerning the inven­
tory of government owned property and 
related maintenance expense. All con­
tracts require at least a final listing of 
equipment purchased when a project is 
completed.
There are special rulings for charging 
travel to projects and prior approvals 
are required for foreign travel. There are 
entire sections of federal regulations 
regarding subcontracting part of a pro­
ject.
The requirements for format of bill­
ing and reporting are as varied as the 
agencies supplying the funds, with 
special releases, assignments and cer­
tifications required to accompany the 
final billing. Methods of payment for 
grants and contracts include direct bill­
ing, advance payment or letter of credit 
with accompanying reporting re­
quirements.
Every day the federal policy 
committees spew out new 
regulations affecting their 
programs.
Every day the federal policy com­
mittees spew out new regulations affec­
ting their programs. The Cost Accoun­
ting Standards Board has been 
methodically covering all the costs of 
projects supported by Department of 
Defense funds and specifying 
regulations for charging and supporting 
such costs, including an elaborate dis­
closure statement required when the 
dollars of support reach a certain level. 
The laws regarding the Equal Employ­
ment Opportunity law and the Affir­
mative Action for Handicapped 
Workers have resulted in adding one or 
more positions to the university’s 
budget to handle the control and repor­
ting requirements. Safety regulations 
under the Occupational Safety & Health 
Administration have also added per­
sonnel to the university budget.
Conclusion
With such a variety of laws, rulings 
and manuals that are continually chang­
ing it can be seen that the university 
must assign personnel who specialize in 
this field to properly control, account, 
report and collect the funds in this sec­
tion of their operations.
All university personnel, particularly 
the groups involved in administering ac­
tivities funded by government grants and 
contracts, are looking forward to the 
day when the federal government finally 
completes standardization of re­
quirements under federal funding. The 
requirements as finally evolved may be 
unpopular but they will, at the very 
least, have the virtue of unity.
The Educational Foundation of 
AWSCPA - ASWA
President
JULIANNA R. GUY 
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